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COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

I n  t h e  Matter of: 

0 

CASE NO. 9625 AN ADJUSTMENT OF FtATES OF THE 
PENDLETON COUNTY WATER DISTRICT 1 

O R D E R  

I T  IS ORDERED t h a t :  

1. The S t a f f  A u d i t  R e p o r t  for P e n d l e t o n  Coun ty  Water 

D i s t h ' i c t  ( " P e n d l e t o n " )  a t t a c h e d  h e r e t o  as Appendix  A shall be 

i n c l u d e d  as a p a r t  of t h e  r e c o r d  i n  t h i s  p r o c e e d i n g .  I n  t h e  e v e n t  

a p u b l i c  h e a r i n g  is held, staff preparing t h e  S t a f f  R e p o r t  w i l l  be 

a v a i l a b l e  foa c r o s s - e x a m i n a t i o n .  

2. P e n d l e t o n  s h a l l  also h a v e  u n t i l  the close of business 

on November.? 26, 1986, to file w r i t t e n  comments c o n c e r n i n g  t h e  

staff report i n  Appendix A. I n  the event Pendleton desires a 

public h e a r i n g ,  it shall file a Mot ion  r e q u e s t i n g  s u c h  hearing, 

w i t h  a copy t o  a l l  parties of record. 

Done at F r a n k f o r t ,  Kentucky, t h i s  20th day of b d e r ,  1986. 

PUBLIC SERVICE COMMISSION 

ATTEST2 

E x e c u t i v e  Director 
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REPORT ON THE 

LIMITED REVIEW 

OF 

PENDLETON COUNTY WATER DISTRICT 

- 

Water Divisions 

PREFACE 

On July  3, 1986, Pendleton County Water District ("Pendle- 

ton') filed an application requesting (1) a certificate of public 

convenience and necessity to constmct extensions, additions and 

improvements; (2) approval of the financing of t h e  proposed 

construction consisting of issuance of $ 2 7 3 , 0 0 0  of waterworks 

lievenue bonds supplemented by a $727,000 grant Eliom the Farmers 

Home Administration ("RnHA"); and (3) a rate increase. 

Pendleton presently has two divisions with separate rates. 

Pen t h e  original application t h e  construction, Phase 111, is to be 

contained within Division 11. Pendleton f i l e d  an amended applica- 

tion on September 24, 1986, reflecting t h e  settlement agreement 

between Pendleton and Griffin Industries, Inc. ("Griffin"). The 

settlement agreement rreduced the base of the minimum bill from 1.2 

million gallons per month to 400,000 gallons per month. In addi- 

tion, Pendleton pooposed in the amended application to charge o n l y  

one aats for both divisions. 

Pen the amended application, Pendleton requested $127,000 in 

additional revenue, including revenue from the Phase 111 expan- 

sion. T h i s  amount is approximately $10,000 less than the amount 

neque8ted in t h e  original application. 



The propoSed number of new c u s t o m e r s  d u e  to  t h e  e x t e n s i o n  is 

130,  a n  i n c r e a s e  of a p p a o x i m a t e l y  2 1  p e r c e n t .  T h e s e  proposed new 

c u s t o m e r s  s h o u l d  g e n e r a t e  a p p r o x i m a t e l y  $30 ,326  from e x i s t i n g  

rates. The proposed rates would g e n e r a t e  $121 ,791  i n  a d d i t i o n a l  

l tevenues.  

I n  order to  e x p e d i t e  the processing of t h e  case and  s u b s t a n -  

tially reduce the need  for w r i t t e n  da t a  r e q u e s t s ,  the  Commission 

staff chose to perform a r e v i e w ,  l i m i t e d  i n  scope, on the  opera- 

tions of P e n d l e t o n .  The r e v i e w  w a s  conduc ted  by Angela  

S c h w e i c k a r t  of t h e  Commiss ion ' s  Rates and Tariffs D i v i s i o n  o n  

August 26-28, 1 9 8 6 ,  a t  t h e  D i s t r i c t ' s  o f f i c e s  i n  Fa lmouth ,  

Kentucky,  o n  September 12,  1986,  a t  the o f f i c e s  of P r o c t e r - D a v i s -  

Ray Engineers i n  L e x i n g t o n ,  Kentucky;  and  o n  October 28 ,  1986 ,  a t  

t h e  o f f ices  of A l l e n ,  Eng land ,  and H e n s l e y ,  C e r t i f i e d  Public 

A c c o u n t a n t s ,  i n  L e x i n g t o n ,  Kentucky.  I n  addition, a b i l l i n g  

a n a l y s i s  was performed by Carryn Lee of t h e  Rates a n d  Tariffs 

D i v i s i o n .  

SCOPE 

The scope of t h i s  r e v i e w  was l i m i t e d  to  a s c e r t a i n i n g  w h e t h e r  

the o p e r a t i n g  e x p e n s e s  for the test period ended  Decmeher 31, 

1985, were a c c o u n t e d  for i n  a c c o r d a n c e  w i t h  t h e  Uni form Sys tem of 

Accoun t s  for Water U t i l i t i e s  ( " U S o A " )  and  were properly allocated. 

FINDINGS 

P e n d l e t o n  s t a t e d  i n  its o r i g i n a l  a p p l i c a t i o n  t h a t  b e c a u s e  of 

i t 8  wel l -documented  auditing d i f f i c u l t i e s ,  t h e  revenues and  

e x p e n s e s  for its test year of J a n u a r y  1, 1985 ,  through December 

31, 1985, s h o u l d  be c a l c u l a t e d  by a n n u a l i z i n g  those nevenuee and 
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e x p e n s e s  o c c u r r i n g  w i t h i n  t h e  p e r i o d  of J u l y  1, 1985,  t h r o u g h  

December 31, 1985. Thus ,  t h e  test p e r i o d  p r o p o s e d  i n  t h i s  case is 

m e r e l y  a n  estimate o f  r e v e n u e s  a n d  e x p e n s e s  for t h e  c u r r e n t  year 

e n d i n g  1985.  

P e n d l e t o n  engaged  t h e  a c c o u n t i n g  f i r m ,  A l l a n ,  England  and  

H e n s l e y ,  t o  perform a n  a u d i t  for t h e  c a l e n d a r  y e a r  1 9 8 5 ,  for 

purposes  of s e c u r i n g  t h e  f i n a n c i n g  of the c o n s t r u c t i o n  f r o m  FmHA. 

A l l e n ,  England, and H e n s l e y ' s  a u d i t  aeport  c o n t a i n e d  a d j u s t m e n t s  

t o  r e f l e c t  t h e  correct b a l a n c e s  of t h e  v a r i o u s  a c c o u n t s  per t h e  

b a l a n c e  s h e e t .  A l l e n ,  Eng land ,  and  H e n s l e y  u t i l i z e d  a sample 

c o n s i s t i n g  of e v e r y  c h e c k  w r i t t e n  over t h e  amount  of $ 5 0 0  and 

every t e n t h  c h e c k  w r i t t e n  to examine  t h e  appropriateness of t h e  

e x p e n s e s  and  t o  a s c e H t a i n  t h e  coarect a c c o u n t i n g  t r e a t m e n t  of 

t h e s e  expenses. 

I n  order to  h a v e  a n o m a 1  test  y e a r ,  t h e  s t a f f  is of t h e  

o p i n i o n  t h a t  t h e  e n t i r e  a c t u a l  1985 c a l e n d a r  yealr s h o u l d  be used  

f o r  p u r p o s e s  of d e t e m n i n i n g  rates.  The s t a f f  is of t h e  o p i n i o n  

t h a t  s i n c e  t h e  a u d i t o r i s '  report is b a s e d  upon a sample o f  t h e  

e x p e n s e s  and  i n c l u d e d  a d j u s t m e n t s  t o  corrrect t h e  v a r i o u s  account 

b a l a n c e s  which  nonmal ly  would n o t  occur,  t h e  o p e r a t i n g  s t a t e m e n t  

i n c l u d e d  i n  t h e  a u d i t  r e p o r t  s h o u l d  not ba used i n  d e t e r m i n i n g  

rates. 

T h e r e f o r e ,  g i v e n  t h e  c o n d i t i o n  of t h e  r e c o r d s ,  t h e  s t a f f  is 

of t h e  o p i n i o n  t h a t  t h e  m a j o r i t y  of the r e c o r d s  s h o u l d  be examined  

i n  d e t a i l  to  d e t e r m i n e  t h e  a c t u a l  test y e a r  r e v e n u e s  and  e x p e n s e s .  

The s t a f f  examined  a l l  i n v o i c e s  and t h e  genera l  j o u r n a l  t o  

compile a n  o p e r a t i n g  s t a t e m e n t  b a s e d  upon P e n d l e t o n ' s  r e c o r d s .  

-3- 



This compiled operating statement sreflects the account balances 

pel; Pendleton's records. In addition, this cornpiled operating 

statement includes annualized allocations of sent and telephone 

expenses. Pendleton's methods of allocating these expenses are 

consideaed accurate and, therefore, have been used in the compila- 

tion, 

A billing analysis covering the entire test year was 

pelrfoumed by the Commission staff during its audit of Pendleton. 

The staff's findings are attached as Exhibit I to this report. 

The 1985 revenue from water sales per t h e  billing analysis of 

$146,712 h a s  been used in t h e  compilation of the operating state- 

men t . 
The fallowing is a comparison of Pendleton's annualized oper- 

ating statement per the amended application and the staff's compi- 

lation of the  operating statement per Pendleton's records: 

ACCt.  
No. Account N a m e  

12/3 1/85 
Per Pendleton's Staff *s Compila- 
Application tion Pen Pendle- 
Annualized ton's Records 

Revenues 

4610 Meteoed S a l e s  $152,291 $1461712 
4710 Miscollaneous Service 

6 376 
TidmT 

Re venues 1,542 
$153,033 

Operatinq Expenses 

6011 Purchased Water $ 76,665 $ 66,517 

Pump f ng 4, 549 5 073 

Plant 3,794 3,387 

Supplies and Expenses 518 1,072 

6 2 2 0  Power Puuchaeed for 

6250 Maintenance of Pumping 

6320 WTR Tteatment-Operation 
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AcCt  . 
No. Account N8mc - 

12/31/85 
Fer F e n d l e t o n ' s  
Application 
Annualized 

63017 
63015 

6410 
6410 
6410 
6501 
6SlO 
6520 
6530 
6540 
900 1 
9002 
9004 
9201 

9230 
9240 
9300 
9210 
6020 
6205 
6201 
9330 
9408 

9403 
9428 

Operation tabor 

Storage/neter 
Telephone c TelereterLng 
Operating Supplies L Parts 
Uaintenance of R e s e r v o i r s  
Maintenance of Mains 
Maintenance of Services  
Maintenance O E  Meters 
naiantenance of Hydrants 
Me ter Read ing 
Accounting 6 Collecting 
Uncollectible Accounts 
Administrative 6 General 

Outside Services Rnployed 
Property Insurance 
Miscellaneous General Exp. 
Office Supplies & E x p e n s e s  
Openatians Supplies & Exp. 

Salaries  

Operation Labor 

Transportation Expenses 
Taxes Other Than Income 

Taxes 
Depreciation 
Amortization of Debt 

Discount 

Other Income 

4890 Interest Income 

Other Deductions 

9427 Intelreet on Long-Term Debt 

I n t e r e s t  Expense 

NET INCOME (LOSS) 

58 220 

168 
2, SO8 
28 108 

-0- 
1 2 , 0 7 2  

4 , 4 1 3  

959 
4 037 
7,236 

28558 

915 

16,098 
1, 103 
1,132 
4.198 
-0- 
-0- 

-0-  

801 

123 
1 4 , 9 9 7  

a9 

129 

32 ,504  

1,437 

SC46,240> 

Staff's Cosnptla- 
tion P e t  Pendle-  
ton's Records 

4 8  278 

168 
28 508 
2,472 

77 
8,831 
2,191 
2 8  122 

668 
3 , 6 7 6  
88462 

926 

11,523 
2 ,833  
1,285 

-0- 
2 , 2 7 9  

56 

182 

34 9 

123 
1 4  8 977 

8 9  

2,297 

1 8 , 5 1 6  

1,297 

$ e  10 8 88  2) 

After completing the compilation, a rev iew,  l i m i t e d  i n  scope, 

was perfoxmed to Eeveal any material misclassifications, out-of- 
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p e r i o d  e x p e n s e s ,  a n d  e x p e n s e d  items t h a t  s h o u l d  h a v e  been c a p i -  

t a l i z e d .  The review r e v e a l e d  t h e  f o l l o w i n g :  

M i s c e l l a n e o u s  S e r v i c e  Revenues  - Accoun t  N o .  4710 

Per t he  general  l e d g e r ,  P e n d l e t o n  had t e s t - y e a r  m i s c e l l a n e o u s  

s e r v i c e  r e v e n u e s  of $6 ,376 .  P e n d l e t o n  h a d ,  however, d e b i t e d  

several e x p e n s e s  to t h i s  account i n s t e a d  of t h e  a p p r o p r i a t e  

e x p e n s e  a c c o u n t s .  T h e s e  items have been r e c l a s s i f i e d  as f o l l o w s :  

From 4710 to Maintenance of Meters - 6530: 

4/3/85 U t i l i t y  S e r v i c e s  - Check No. 016008 
Work i n  Meter? Shop $ 55 

Pursuant t o  t h e  USoA, r e c o r d i n g  fees for easements s h o u l d  be 

c l a s s i f i e d  u n d e r  Land and  Land R i g h t s r  Account N o .  340.  

F ~ o m  4710 to Lend a n d  Land R i g h t s  - 340:  

5/23/85 Wells & B a r r i c k m a n  - Check N o .  016088 
R e c o r d i n g  Fee for Easement  $ 2 1  

5 /24 /85  Marvin  S u l l i v a n  - Check N o .  016077 

5/17/85 James Misser - Check No. 016068 

D e p o s i t  on Tank Site  

Tank Site 

5/17/85 David B u t c h e r  - Check N o .  016067 
Tank Site A p p u a i s a l  Fee 

5/17/85 Carl L a n c a s t e x  - Check No. 016066 
Tank Site 

4/17/85 Wells 6 Barrickman - Check N o .  016096 
Recoading Foe fo r  Eaetments 

l,OOO 

100  

100 

100 

107  

6/10/85 W e l l s  & B a r r i c k m a n  - Check No. 016149 
R e c o r d i n g  Fee for Eastments 21 

$18449 

P u r s u a n t  to t h e  USoA, e x p e n s e s  associated w i t h  rate cases 

should be c l a s s i f i e d  u n d e r  M i s c e l l a n e o u s  D e f e r r e d  Debits, Account 
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. 

186, and amortized. The s t a f f  is of t h e  o p i n i o n  t h a t  a 3-year 

a m o r t i z a t i o n  period is apmopriate.  

From 4710  to Miscellaneous Eeferred Debits - 186: 
4 /85  Falmouth  O u t l o o k  - Check No. 016052 

4/85 Campbel l  County  Recorder - Check N o .  0 1 6 0 5 1  

L e g a l  Notices for Case No. 9328 $ 514 

Legal Notices for C a s e  NO. 9328 314 

6 / 7 / 8 5  Falmouth  O u t l o o k  - Check No. 016150 
Legal Notices for Case No. 9328 4 1  

6/27/85 Campbell Coun ty  R e c o r d e r  - Check N o .  016148 

7/11/85 Campbell County  Recorder - Check No. 016167 

Legal Notices €or Case N o .  9328 6 0  

Legal Notices for Case No. 9328 60 

$ 989 

Thenefore, Miscellaneous Service Revenues  ha8 been incasaaed 

by $2,193. 

Power P u r c h a s e d  for Pumping - 6220  

P e n d l e t o n  charged $ 5 , 0 7 3  t o  Power P u r c h a s e d  for Pumping du r -  

i n g  the tes t  year. I n  a d d i t i o n ,  P e n d l e t o n  chaaged s e v e r a l  u t i l i t y  

bills to O p e r a t i o n  Laboar Account  No. 6401.  P e n d l e t o n  u t i l i z e d  a 

separate 6410 a c c o u n t ,  Storage/Mstea, fo r  t h e  p u r p o s e  of r e c o r d i n g  

the  average annual u t i l i t y  bill for l i g h t i n g  t h e  storage t a n k .  

P e n d l e t o n  created t h i s  separate a c c o u n t  t o  h e l p  f a c i l i t a t e  the 

c o m p u t a t i o n  of a proposed a d j u s t m e n t  in t h e  p e n d i n g  rate case 

proceeding, Caee No. 9 6 2 5 .  

P u a s u b n t  t o  t h e  USoA, a l l  power p u r c h a s e d  Is t o  be secorded 

i n  Account  No. 6220, Power P u r c h a s e d  fon Pumping. In o n d e r  to be 

a b l e  to consider t h e  proposed a d j u s t m e n t  per t h e  r a t e  case,  t h e  
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staff has reclassified a l l  power purchased  to Accoun t  No. 6 2 2 0  

except forr t h e  ac tua l  power p u r c h a s e d  for t h e  l i g h t i n g  of t h e  t a n k  

si te.  T h i s  e x p e n s e  h a s  r e m a i n e d  i n  Account  No. 6410,  S t o r a g e /  

Meter. 

Thekrefore, Account  No. 6220 ,  Power P u r c h a s e d  for Pumping has 

been  i n c r e a s e d  by $860: Account  No. 6410, S u p p l i e s  end  P a r t s ,  h a s  

been decreased by $ 7 4 5 ;  Account  No. 6401, O p e o a t i o n  Labor, h a s  

b e e n  decreased by $ 7 8 :  and  Account  No. 6410, Storage/Meter, h a s  

been deceased from t h e  average e x p e n s e  of $168 t o  t h e  a c t u a l  

e x p e n s e  for l i g h t i n g  t h e  t a n k  s i te  of $131. 

Main tenance  of Pumpinq P l a n t  - 6 2 5 0  

P e n d l e t o n  c h a r g e d  $3,387 to  Account  N o .  6 2 5 0 ,  M a i n t e n a n c e  of 

Pumping P l a n t .  It is t h e  s t a f f ' s  o p i n i o n  that s e v e r a l  i t e m s  t h a t  

were e x p e n s e d  d u r i n g  t h e  t e s t  year should have been  c a p i t a l i z e d .  

On December 19, 1986, Pendleton had a motor r e p a i r e d  at a 

cost of $758. I n  May, 1985, B e n d l e t o n  b o u g h t  a $729  f r a m e  for a 

motor. I t  is the s t a f f ' s  o p i n i o n  t h a t  these items s h o u l d  be c a p i -  

t a l i z e d  and  depreciated over 10 yeaas. 

During  t h e  tes t  year, P e n d l e t o n  had t h e  pump s t a t i o n  p a i n t e d  

a t  a t o t a l  cost of $268.  I t  is t h e  staff's o p i n i o n  t h a t  t h e  

p a i n t i n g  of the pump s t a t i o n  w i l l  b e n e f i t  m o r e  t h a n  1 period, and 

t h u s ,  t h i s  e x p e n s e  has b e e n  c a p i t a l i z e d  and d e p r e c i a t e d  over 5 

years. 

I n  December, 1985,  P e n d l e t o n  i n s t a l l e d  a $221 wall heater. 

It is the staff's o p i n i o n  t h a t  t h i s  i t e m  s h o u l d  be capitalized and 

depreciated over 10 y e a r s .  
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T h e r e f o r e ,  d u e  t o  t h e  a f o r e m e n t i o n e d  i t e m s  b e i n g  c a p i t a l i z e d ,  

t h e  m a i n t e n a n c e  of pumping p l a n t  e x p e n s e  h a s  b e e n  reduced by 

$1,976. 

O p e r a t i o n s  S u p p l i e s  a n d  E x p e n s e s  - 6020 

P e n d l e t o n  c h a r g e d  $56  t o  O p e r a t i o n s  S u p p l i e s  and  Expenses 

d u r i n g  Octobea, 1985. T h i s  e x p e n s e  is for c h l o r i n e  p u r c h a s e d  from 

the Hach Company, and thus, has been r e c l a s s i f i e d  to  Account  No. 

6320, Water T r e a t m e n t  - O p e r a t i o n  S u p p l i e s  and  Expenses .  Theae-  

f o r e ,  t h i s  a c c o u n t  h a s  been reduced t o  a zero b a l a n c e .  

Water T r e a t m e n t  O p e r a t i o n  S u p p l i e s  and E x p e n s e s  - 6320 
Dur ing  t h e  tes t  y e a r ,  F e n d l e t o n  c h a r g e d  $ 1 , 0 7 2  t o  t h e  Water 

T r e a t m e n t  Opera t ion  S u p p l i e s  a n d  E x p e n s e s  Account. I n  Hay, 1985, 

P e n d l e t o n  paid $104 to Moaeland Drug, Inc. for United Parcel Serv- 

ice c h a r g e s  o n  water samples for t h e  years 1983 a n d  1984.  As t h i s  

is c o n s i d e r e d  a pr io r  period a d j u s t m e n t ,  it should n o t  be recorded 

in t h i s  a c c o u n t  for the test per iod.  

During t h e  period of February t h r o u g h  J u n e ,  1 9 8 5 ,  P e n d l e t o n  

charged $566 of labon e x p e n s e s  for r e a d i n g  master  m e t e z s  to this 

a c c o u n t .  T h i s  e x p e n s e  has b e e n  p r o p e r l y  r e c l a s s i f i e d  to Accoun t  

No. 6301, O p e r a t i o n  Labor. 

Due to  t h e  r e c l a s s i f i c a t i o n  i n  Accoun t  No. 6 0 2 0 ,  O p e r a t i o n s  

Supplies and Expenses, m e n t i o n e d  above, the Watea Txea tmen t  

O p e r a t i o n  Supplies a n d  Expensee  Account  h a s  b e e n  i n c r s a 8 e d  by $56. 

T h e r e f o n e ,  d u e  to t h e  a f o r e m e n t i o n e d  a d j u s t m e n t s ,  t h e  Water 

T r e a t m e n t  O p e r a t i o n s  Suppltes and Expenses Accoun t  h a 8  b e e n  

decxeased by $ 6 1 4 .  
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U a i n t e n a n c e  of Reservoirs - 6501 
P e n d l e t o n  c h a a g e d  $77 to M a i n t e n a n c e  of R e s e r v o i r s  e x p e n s e  

during the period of March through Hay, 1985. The review r e v e a l e d  

that this entire e x p e n s e  c o n s i s t e d  of labor charges for  filling 

t a n k 8 .  This e x p e n s e  h a s  b e e n  properly F e c l a s s i f i e d  t o  Account  No. 

6401, Operation Labor, and t h u s ,  t h i s  account  has been r e d u c e d  to 

a te to  b8lance. 

01#tation Labor - 6205 and 6201 

[kting January, 1985, F e n d l e t o n  c h a r g e d  $66 to the Operation 

-bo. kccount No.  6205. The r e v i e w  r e v e a l e d  t h a t  t h i s  ent i re  

m x p n s e  consisted of labor charges for filling t h e  t a n k s .  This 

erponse ha. b e e n  properly reclassified t o  Account  No. 6401, 

O p e r a t i o n  Labor, and thus, O p e r a t i o n  tabor, A c c o u n t  No. 6 2 0 5 ,  has 

been r e d u c e d  to a zero b a l a n c e .  

mring F e b u r u a r y  and  March, 1985, P e n d l e t o n  charged $116 t o  

Operation Labor Account  No. 6201. The review r e v e a l e d  t h a t  this 

e n t i r e  e x p e n s e  consisted of labor c h a r g e s  for c h e c k i n g  o n  the 

t a n k s  and  s h o u l d ,  therefore,  be reclassified t o  Account  NO. 6401, 

O p e r a t i o n  Labor. Thus, this a c c o u n t  has also b e e n  reduced to  a 

zero b a l a n c e .  

O p e r a t i o n  Labox - 6 4 0 1  and  6301 

P e n d l e t o n  u s e s  t h e  O p e r a t i o n  Labor Accoun t  Nos. 6401 a n d  6301 

to recolrd l a b o n  c h a r g e s  fox reading master meters, t a k i n g  water 

samples ,  a n d  m a i n t e n a n c e  of the t a n k s .  P e n d l e t o n  combined  these 

a c c o u n t s  w i t h  lzegalrd to t h e  p e n d i n g  r a t e  case. The sum of these 

two a c c o u n t n  for t h e  t e s t  period is $4,278.  
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T h e s e  a c c o u n t s  h a v e  b e e n  r e d u c e d  by  $78  d u e  t o  the a fo remen-  

t i o n e d  r i e c l a s s i f i c a t i o n  of t h e  Powen P u r c h a s e d  Accoun t  No. 6220. 

I n  a d d i t i o n ,  t h e s e  a c c o u n t s  have b e e n  i n c r e a s e d  by $ 5 6 6  due t o  t h e  

r e c l a s s i f i c a t i o n  of s e v e r a l  e x p e n s e s  p r e v i o u s l y  c h a r g e d  to  Account  

No. 6320, Water T r e a t m e n t  O p e r a t i o n  S u p p l i e s  a n d  Expenses .  

F u r t h e r m o r e ,  these accounts have been increased by $77 due to  

t h e  r e c l a s s i f i c a t i o n  of Accoun t  N o .  6501,  M a i n t e n a n c e  of Reser- 

voixrs,  and  i n c r e a s e d  by $182 due  to t h e  r ec l a s s i f i ca t ion  of t h e  

Opetation Labor Account  Nos. 6201  a n d  6205.  Due t o  t h e  a fo remen-  

t i o n e d  a d j u s t m e n t s ,  t h e  O p e u a t i o n  Labor  Account  Nos. 6 4 0 1  a n d  6301 

h a v e  b e e n  i n c r e a s e d  by $747 t o  a l e v e l  of $5,025.  

O p e r a t i o n  S u p p l i e s  and  E x p e n s e s  - 6410 

P e n d l e t o n  c h a r g e d  $ 2 , 4 7 2  t o  Accoun t  No. 6410,  O p e r a t i o n s  

S u p p l i e s  a n d  E x p e n s e s ,  d u r i n g  t h e  tes t  year. P e r  t h e  rec lass i f i -  

c a t i o n  in Account No. 6220, P u r c h a s e d  Power,  t h e  O p e r a t i o n s  

Supplies and  E x p e n s e s  Account  h a s  b e e n  r e d u c e d  by $745 to  a level 

of $1,727.  

M a i n t e n a n c e  of Meters - 6530 

P e n d l e t o n  c h a r g e d  $2,122 to  M a i n t e n a n c e  of Meters expense 

d u a i n g  t h e  tes t  year. I n  F e b r u a a y ,  1985 ,  P e n d l e t o n  e x p e n s e d  a 

$273 test t u b e .  Staff is of t h e  o p i n i o n  t h a t  t h i s  tes t  tube will 

b e n e f i t  mone t h a n  1 period and  should, t h e r e f o r e ,  be c a p i t a l i z e d  

and depreciated o v e r  1 0  years.  

Due to t h e  r e c l a s s i f i c a t i o n  of 8 0 m e  I t e m 8  being charged 

agains t  Miscellaneous Service Revenue ,  Accoun t  No. 4710,  the 

-11- 



Maintenance of Meters expense has been increased by $55. There- 

fore, the net reduction to the Maintenance of Meters expense is 

$218. 

Accounting and Collecting - 9002 
During the test year, Pendleton changed $8,462 to the 

Accounting and Collecting expense  account. Pendleton expensed 

$1,260 to this account which was for t h e  prepanation of the 

pxevious rate case application, C a s e  No. 9328. 

Pursuant to the USOA, expenses associated with rate cases 

should be classified under Miscellaneous Deferred Debita, Account 

No. 186 and amoxtized. The staff is of the opinion that a 3-year 

amortization period is appropsiate. Therefore, the accounting and 

collecting expense has been reduced by $1,260. 

Administrative and General Salaries - 9201 
Pendleton charged $11,523 to Administrative and General 

Salaries expenses during the test yean. Pendleton expensed $397 

associated with the dispute with Griffin. Staff is of the opinion 

that the settlement agreement resulting €mom the dispute will be 

in effect for several yealt8, and thus, the expenses associated 

with the dispute should be  capitalized and amortized over  3 yeans. 

Pendleton expensed $2,150 related to the construction project 

in the current pnoceeding, Case No. 9625. It is staff's opinion 

that t h e s e  costs should be capitalized and depreciated oven the 

life of the project. 

The Commission engaged the accounting f i m ,  Cotton and Allen, 

to perfom an operational audit on Pendleton. During the tost 

period, Pendleton expensed $968 in salaxies and wages relating to 
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t h e  Cotton and A l l e n  a u d i t .  The staff is of the o p i n i o n  t h a t  t h i s  

is a n  e x t r a o r d i n a r y  expense and should be al located to  more t h a n  1 

period to reflect  nor;mal o p e r a t i n g  c o n d i t i o n s .  Therefore, t h i s  

expense has been c a p i t a l i z e d  and amort ized over 3 y e a r s  r e s u l t i n g  

in an a m o r t i z a t i o n  e x p e n s e  of $323. 

Due to t h e  a f o r e m e n t i o n e d  a d j u s t m e n t s ,  t h e  t e s t - y e a r  admin- 

i s t r a t i v e  a n d  g e n e r a l  s a l a ~ i e s  expense has b e e n  r e d u c e d  by $3,515. 

O f f i c e  S u p p l i e s  a n d  E x p e n s e s  - 9210 
P e n d l e t o n  charged $ 2 , 2 7 9  t o  o f f i c e  s u p p l i e s  a n d  e x p e n s e s  

d u r i n g  t h e  test  year.  The r e v i e w  r e v e a l e d  t h a t  t h e  test year 

i n c l u d e d  t h e  cost for 13-months m a i l i n g s  of b i l l s  i n s t e a d  of 1 2  

mon ths ,  T h e r e f o r e ,  t h e  Decemben, 1 9 8 4 ,  m a i l i n g  e x p e n s e  of $72 has 

b e e n  e x c l u d e d .  

O u t s i d e  Services Employed - 9230 
P e n d l e t o n  e x p e n s e d  $2,833 t o  the O u t s i d e  S e r v i c e s  Employed 

Accoun t  d u r i n g  the test  year. T h i s  amount i n c l u d e d  $1,500 paid to 

Hr. Ted Monroe, CPA, for t h e  1984 a u d i t .  

Dur ing  t h e  t e s t  year, P e n d l e t o n  e x p e n s e d  $ 2 6 1  o f  recoxrding 

fees for e a s e m e n t s  due to  t h e  proposed e x t e n s i o n .  P u r s u a n t  to  t h e  

USoA, t h i s  e x p e n s e  has b e e n  c a p i t a l i z e d  i n  Accoun t  No. 340, Land 

and  Land R i g h t s .  

P e n d l e t o n  e x p e n s e d  t h r o u g h  t h e  Outeide Services Ehployed 

Accoun t  $ 3 5 0  associated w i t h  t h e  p r e p a r a t i o n  of t h e  p r e v i o u s  ra te  

case a p p l i c a t i o n ,  Case No. 9328. As mentioned pFeviously, 

expenses associated with rate case p r o c e e d i n g s  s h o u l d  be classi- 

f i e d  i n  M i s c e l l . a n e o u s  Deferred - b i t e ,  Account  No. 186,  and 
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amortized over a 3-year period. Thus,  the $350 associated with 

Case No. 9328 has been reclassified to Account No. 186. 

Pendleton expensed $140 of legal expenses associated with the 

dispute with Gniffin. Since staff is of the opinion that the 

settlement agPeement resulting from the dispute will be in effect 

for several yeatis, this expense has been capitalized and amortized 

over 3 years. Therefore, due to the aforementioned adjustments, 

the outside labog employed expense has been reduced by $751. 

Requlatory Commission Expense - 9280 
Pursuant to the USoA, the expenses associated with preparing 

and presenting a case to the Commission should be accounted for in 

Account No. 186, Miscellaneous Deferred D e b i t s ,  and amortized 

through the Regulatory Commission Expense Account No. 9280. Due 

to the aforementioned reclassifications in Account No. 4710, 

Miscellaneous Service Revenue: Account NO. 90028 Accounting and 

Collecting Expense; and Account No. 9230, Outside Setvices 

Employed, the Miscellaneous Deferred Debits Account has a $2,599 

balance. This balance has been amortized over 3 years, resulting 

in a test-year amortization expense of $866. 

Gtif f in Dispute 

Rogarding the capitalization of tho expensea arlnocfated with 

the GFiffin dispute pen Account No. 92018 Administ~ative and 

General Salaries and Account No. 92308 Outside Services Employed, 

the staff is of the opinion that the expenses should be amontized 

over a 3-year period. Thus, the total Griffin dispute expenses of 

$537 aesults in a test-year amortization expense of $1.79. 
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Depreciation Expense - 9403 
P e n d l e t o n  c h a r g e d  during t h e  test period $14,997 to depne- 

ciation expense. The Allen, England and Hensley auclitons recom- 

piled the fixed assets scheduled and recomputed the depreciation 

expense based upon the appropriate lives of t h e  var ious  assets. 

Pendleton had computed the depreciation expense by using a comgos- 

ite rate and subtracting the amount of depreciation on contributed 

paoperty. The staff is of the opinion that the auditors have cotr- 

rectly canputed the test-year depaeciation expense to be $298374.  

Due to the capitalization of several items in Account No. 

6250, Waintenance of Pumping Plant; Account N o .  6530, Maintenance 

of Meters, and Account No. 92018 Administrative and General 

Salaries, the depreciation expense has been a d j u s t e d  as follows: 

5 Years 10 Years 40 Years 

Per Account No. 6250: 

Printing the Pump 

kprit  Motor 
S t a t  Ion $268 

?E -8 
w.11 !h.t8t 

Per Account No. 6530r 

f u m t  tuba 

Pas Account Wo. 9201r 

Construction Costs 

$ 7 5 8  
729 
2 2 1  

b 273 

$2,lSO 

AWUSTnENTr - $306 - 
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Thus ,  d u e  to  t h e  a f o r e m e n t i o n e d  a d j u s t m e n t s ,  t h e  t e s t - y e a r  depne -  

c i a t i o n  e x p e n s e  h a s  been  i n c r e a s e d  by $14,703 t o  $298680. 

SUMMARY 

The f o l l o w i n g  is a summary of t h e  effect of t h e s e  a d j u s t m e n t s  

o n  t h e  s t a f f ' s  c o r n p i l a t i o n  of P e n d l e t o n ' s  o p e r a t i n g  statement:  

A C C t  . 
No. Accoun t  Name 

S t a f f  I s Compi-  
l a t i o n  Per 
F e n d l e t o n  * s S t a f f  

Records  A d j u s t m e n t s  
T e s t  Year 

A d j u s t e d  

Revenues  

4610 Metered Sales 
4710 M i s c .  S e r v i c e  

Revenues  

O p e r a t i n q  E x p e n s e s  

6011 P u r c h a s e d  Water 
6220 Powem P u r c h a s e d  for 

Pumping 
6250 M a i n t e n a n c e  of 

Pumping P l a n t  
6320 Water Txreatment 

6301 
6401 

6410 
6410 

6410 

6 5 0 1  

6510 
6520 
6530 
6540 

6 ,376 
$153,068 

28493 
$ 2,493 

$ 66,547 $ -0- 

5,073 860 

3 ,  387 (1,976) 

o p e r a t i o n  S u p p l i e s  
and Expenses 1,072 

O p e r a t i o n  Labor 4,278 

S tortag e/Me t er 
T e l e p h o n e  & T e l e -  

m e t e r i n g  2 , 5 0 8  
Operation Supplies 6 

Parts 2 , 4 7 2  
M a i n t e n a n c e  of 

R e  se IV o i n s  77 
H a i n t e n a n c e  o f  H a i n s  8,831 
Main tenance  of S e r v i c e s  28491 
H a i n t e n a n e  of Meters 2 ,  122 
H a i n t e n a c e  of H y d r a n t s  668  

168 

<614> 

747 

<37> 

-0- 

(745)  

(77)  
-0- 
-0- 

(218)  
-0 - 

$146,712 

8,869 
$155 ,501  

$ 66,547 

5,933 

1 , 4 1 1  

458 

5,025 

131 

-0 -  
8,831 
2,491 
1, 904 

668 
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Staff * s Compi- 
lation P e r  

Acct 0 Pe nd 1 e ton s S t a f f  Test Year 
No. Account N a m e  Records Adjustments Adjusted 

9001 
9002 
9004 
9201 

9 2 3 0  

9240 
9300 

9210 

6 0 2 0  

Meter Reading 3 676 
Accounting & Collecting 8,462 
Uncollectible Accounts 926 
AdministPative and 

Outside Services 

Miscellaneous General  

Office Supplies and 

Operat ions  S u p p l i e s  

General Salaries 1 1 , 5 2 3  

Employed 28833 
Property Znsunance 1 , 2 8 5  

Expenses -0- 

Expenses 2 , 2 7 9  

and Expenses 56 

-0- 

-0 - <lr260> 

< 3 , 5 1 5 >  

<751> 
-0-  

-0- 

< 7 2 >  

< 5 6 >  

3 ,676  
7 , 2 0 2  

926 

8 , 0 0 8  

2 ,082  
1 , 2 8 5  

-0- 

2 , 207 

-0-  

6205 Operation Labor 182 <182>  -0-  6201 

9330 Transportation Expenses 349 
9280 Regulatory Commission 

Expense -0- 
9408 Taxes Othen Than Income 

Taxes 123 
9428 Amortization of Debt 

Discount 89 
9403 Depreciation Expense 14,977 

Amortization of G r i f f i n  
I n d u s t r i e s  Dispute -0 -  

and Allen Audit -0-  
Amortization of Cotton 

-0-  349 

866 866 

-0- 123 

-0- 89 
1 4 , 7 0 3  29,680 

179 179 

323 323 

Other  Income: 

4890 Interest Income 2 , 2 9 7  -0-  2,297 

Other  Deductions: 

9427 Interest on long- 
Term Debt 18 ,516  

9 4 3 1  Othen Inteneet Exp. 1 , 2 9 7  

NET INCOME (Loss) $<10,882> 

-0- 18 ,516  
-0-  1 ,297  

$<4,678> $<16,564> 
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CONCLUSIONS AND RECOMMENDATIONS 

Due to the limited scope of the a u d i t ,  the staff d i d  not 

attempt to verify Bendleton's plant in service.  However, the 

auditons' wolrkpapers wege reviewed and appear to be correct. 

Pendleton should reclassify the plant in service per the auditors' 

workpapers. Pursuant to the USoA, Pendleton should not make an 

adjustment to the depreciation expense based upon contnibuted 

property. T h i s  is  a rate-making issue and should not be reflected 

i n  Pendleton's account ing records. The aforementioned items which 

werie capitalized and depreciated or amortized, should be reclassi- 

fied on Pendleton's books. 

Pendleton should exercise more care when charging the v a r i o u s  

expenses to the appropriate accounts. In addi t ion,  Pendle ton  

should zecord the accounting transactions in a m o r e  timely manner 

to help facilitate propex accounting treatment of revenues and 

expenses . 

Respectfully Submitted, 

Financial Analyst S e n i o r  
Water and Sewer  Revenue Requirements 
Bkianch 
Rates and T a r i f f s  Division 

illtles Rate 
Analyst Chief 
Communicationr Water and Sewer 
Rate Design BEanch 
R a t e 6  and Tariffs Divieion 
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EXHIBIT I 

BILLING ANALYSIS 

P e n d l e t o n  has proposed a Phase I11 expansion which would add 

130 c u s t o m e r s  t o  its s y s t e m .  P e n d l e t o n  c a l c u l a t e d  t h e  paoposed  

r e v e n u e  t o  b e  r e c e i v e d  from t h e s e  customers b a s e d  o n  a n  a v e r a g e  

m o n t h l y  usage of 4r000 gal lons  per  c u s t o m e r .  While p e r f o r m i n g  t h e  

b i l l i n g  a n a l y s i s ,  t h e  s t a f f  d e t e r m i n e d  t h a t  a n  a v e r a g e  u s a g e  of 

5 0 0 0 0  gallons per month more a c c u r a t e l y  r e f l e c t s  t h e  average usage 

of P e n d l e t o n ' s  customers. Therefore, t h e  staff's b i l l i n g  a n a l y s i s  

is b a s e d  o n  t h e  130  new customers u s i n g  a n  a v e r a g e  of 5 , 0 0 0  

gallons pen month.  

Summary of S t a f f ' s  B i l l i n g  Analysis 

Page  
NQ . - 
2. D i v i s i o n  I T e s t  Year Revenue 
3. Division I1 Test Year Revenue ( J a n u a r y  

5. D i v i s i o n  I1 T e s t  Year Revenue ( A u g u s t  
to J u l y ,  1 9 8 5 )  

to December 1985) 

Total 1985 Revenue from Water Sales 

7 .  D i v i s i o n  I1 Nonmalized Revenue 
DivCnion I Revonue 

Test Y e a r  H o r n a l i t e d  Revenue 

Phase  111 Expans ion  a t  T e s t  Year R a t e s  

9. P roposed  Rates and Revenue w i t h  Phase  I11 
E x p a n s i o n  

11. Paoposed Rates and Revenue W i t h o u t  P h a s e  
I11 E x p a n s i o n  

Amount 

$ 91,613.20 

29,522.32 

25,099.11 

$146,712.31 

$ 638406.15 
9 1  1613.20 

$1550019.35 

30,326.40 

2040082.19 
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